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WHAT MAKES A GOOD MANAGER
An effective manager is a person who can deal with
both people and things (i.e., numbers). While few
people excel in both areas, a basic competence in
the weaker sphere is necessary for truly effective
performance in most management roles above the
entry level.
At the extremes, there are two kinds of basic
management orientations. First are the peopleoriented “oral impulsive” people, who typically
have the ability to effectively direct others, devel
op new business and handle client relationships,
but who must discipline themselves to tolerate
detail, temper hasty decisions and delegate work.
Second are the thing-oriented “careful compul
sive” people who usually excel in technical, ad
ministrative and detail work, but who must work
to improve their ability to be more flexible and
spontaneous in their approach to others, free
themselves from perfectionist involvement with
details and generally improve their interpersonal
leadership skills.
Most accounting firms have little difficulty in
evaluating and selecting technically qualified ac
countants and auditors. Where many of them tend
to fail is in the ability to select individuals who
also have sufficient empathy and other interper
sonal skills to effectively handle the leadership,
client contact and business development responsi
bilities required by higher level positions within
the firm. This failure is particularly evident in
smaller firms where the founders are excellent
technicians but are not as strong in people-han
dling activities. Very often, they hire in their own
images, thereby creating an imbalance toward the
technical area and away from the interpersonal
one. Even in cases where they have both technical
and interpersonal skills, the founders tend not to
look for similarly qualified people. What then are
some of the basic characteristics of a good man
ager?

A manager must not only have the abilities to
deal with people and things but must also be able
to organize these abilities into an efficient pattern
of work. It is not only what people can do but
what they will do that matters. Thus, the manager
also needs a high degree of personal self-discipline
and organization to channel these abilities into
practical action.
Self-organization appears to be a two-way con
tinuum, with the majority of people being too far
toward one or the other extreme: either under
organized—unsteady, sporadic, up and down, too
little disciplined; or overorganized—so bound up
by the need for steadiness, security and regularity
that there is little resultant freedom to use the
abilities they may have.
Underorganized people seem for the most part
to be oriented toward others. Their personalities
might be characterized as “oral impulsive”—oral
because they tend to like expressing themselves
and impulsive because they tend to be impatient
with things, chores, set tasks and routine duties.
Managers who are overorganized seem for the
most part to be oriented toward physical objects,
materials, machines, data and sometimes numbers
as well. Such people are often overcautious and
their personalities might be characterized as
“careful compulsive.” Some of the overorganized,
lacking strong assurance and assertion, back away
from people, finding solace in the security of
things; others come forward and try to impose
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total predictability and precise control, attempt
ing to deal with people as objects and things. Let’s
examine some of the major functions of a mana
ger, noting how these fundamentals are handled
by underorganized and overorganized people.

Tolerance of details
The ability to organize and discipline oneself to
deal effectively with details is without doubt one
of the prime requisites of a good manager. Yet
people-oriented individuals look at and react to
details in a radically different way from people
oriented toward things—and neither is the most
appropriate.
If the impulsive detail-disliking or detail-avoid
ing people are able to develop into higher, more
effective management positions, the question is
not whether they will come to like details but sim
ply whether they can learn to force themselves to
handle details and perhaps ultimately tolerate
them. Often this is not easy. In a sense, the more
driving and forceful a person is, the more difficulty
there will be.
The problem of thing-oriented people tends to
be not how to get into called-for detail work but
how to get free of details in which they willingly
immerse themselves so that they do not lose sight
of the total picture.
What is needed is a broad and balanced person,
equally organized and effective with both people
and things, who can see the whole picture in per
spective while dealing with necessary detailed
tasks. Such relatively rare people appear to grow
upward from the two main directional sources at
the base of the management pyramid. They are
either people-oriented people who have slowly and
sometimes painfully learned to tolerate details, or
thing-oriented people who have pried themselves
loose from enmeshing details and learned to deal
with persons and the wider picture.
Other than the intelligence, empathy and under
standing which determine the quality of mana
gerial thinking, the main operational question is

how well a manager organizes and disciplines the
process of decision making.
People-oriented people tend to make decisions
too quickly. These oral-impulsive people often can
get away with rapid decisions if they have enough
empathy to help them sense what indeed is hap
pening “out there.’’ Yet they do fall into trouble
frequently, making impulsive errors, driving
ahead without waiting for the reactions of others.
Thus they may miss the full implications of their
decisions. These people need to exercise more dis
cretion and should learn to postpone a decision
until all factors are considered.
At the other extreme is the thing-oriented person
who carefully and compulsively wants each deci
sion to be perfect. This is of course a delusion,
since to make a decision means to risk making a
mistake. The very cautious, superresponsible man
ager who tries to make only perfect decisions, of
ten decides safely to make no decision at all. This
can lead to as many mistakes of omission as the
impulsive mistakes of commission by those who
are people-oriented.
Again what is needed is a manager who can bal
ance a sense of responsibility with enough impul
siveness to make measured and appropriate de
cisions independently. People-oriented people
must make the self-disciplined effort to develop
the ability to hold back impulsiveness, temper
their persuasive drive somewhat, channeling it
into those specific decisions which their empathy
and understanding tell them are finally ready for a
considered judgment. The thing-oriented person
must risk errors, have confidence to make timely
decisions free from the self-defensive and compul
sive desire to be perfect and thus grow into dealing
more flexibly with other people.
From the standpoint of top management, a peo
ple-oriented manager who can cope with things
to some extent but who still makes rapid decisions
may be a better bet for growth and advancement
than a person who is the reverse and makes deci(continued on page 6)
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Computer-Generated Financial Ratios

The CPA has a significant advisory role in the
financial operations of businesses of all sizes. But
because larger companies are more often in a po
sition to hire their own financial experts, it is the
small businesses that frequently depend quite
heavily on the expert advice and analysis of their
CPAs. On one hand, this advice may be informal,
such as infrequent discussions that are subordi
nate to tax or write-up work that the CPA may be
performing for the client. At the other extreme,
the client may have a formal agreement for the
purchase of the firm’s management advisory serv
ices. The involvement of the CPA in MAS work can
take many forms, and with the profession’s relax
ation of the restrictions on advertising, it has the
potential for expansion, particularly with regard
to small businesses that are in need of help.
Two important questions arise in regard to
small businesses and MAS:
□ What kind of help do the small businesses
need?
□ How can the CPA firm provide this help in
a simple and profitable way?
We believe the need can be filled by the use of
an old and dependable tool coupled with new
technology and a fresh approach. That is, we pro
pose the use of financial ratios to give small busi

nesses the information they need, plus the CPA’s
mini- or microcomputer to store several years’
data and permit interpretation on a trend-analysis
basis.
The type of financial data needed

In order for small businesses to make a profit
from operations, the owner/managers need to un
derstand and be able to use financial information
that is vital to planning and control. This particu
larly includes information related to sales, costs
and cash flow. One powerful tool that can be of
help in this area is ratio analysis.
Ratio analysis has been used by analysts for
many years to evaluate the condition of a busi
ness. It can be used, for example, to analyze
changes on the balance sheet and income state
ment and to show relationships between the two.
Areas of potential weakness can be quickly spot
ted and comparison with other companies in the
same industry can give useful information.
Key financial ratios are commonly grouped into
four major categories:
□ Profitability—measures the earning power
and profit of a company.
□ Liquidity—measures the ability of the busi
ness to meet its liabilities as they come due.
□ Operating efficiency—measures the efficiency

Exhibit

Financial ratios as indicators
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with which business resources are employed
to earn a profit.
□ Capital structure (leverage)—measures the
extent to which debt financing is employed
by the business.
The use of ratios is widespread in financial anal
ysis but tends to be overlooked by the owner/
managers of small businesses and even by their
CPAs. The main advantage of financial ratios is
that they summarize and communicate a great
deal of information that may otherwise be over
whelming to a small-business owner/manager.
Also, the availability of this information has been
dramatically increased by the use of mini- and
microcomputers, creating both a powerful analy
tical tool for small business and a potential
growth area in MAS services for the CPA.
With a computer, several years’ data can be
stored, ratios calculated and trends compared
through the use of computer graphics. In the ex
hibit, for example, when analyzing the cost of
sales as a percent of net sales, the owner/manager
may notice an increase in June and July during
both 1979 and 1980. This graphic comparison of
the trends reveals a great deal more information
than would a simple comparison of the 1979 and
1980 ratios (which in this case are quite close). For
example, it shows that the cost of goods sold ap
pears to be higher in the summer and is probably
an area worth looking into. Perhaps raw materials
or goods can be bought earlier if resource prices
rise during the summer, or perhaps there is a prod
uct cost unique to that time that could be reduced.
Financial ratios are indicators. They can help pre
vent, as well as discover, financial weaknesses.
We believe that ratio analysis, particularly when
presented graphically on a trend and comparative
basis using microcomputers, permits a CPA firm
to provide a valuable service to small-business cli
ents—one that fosters their success. It also pro
vides the CPA firm with access to a service area
that offers good growth and profit potential.
- by Corey Schou, Ph.D.
Ronald Rubin, Ph.D.
Terry Campbell, D.B.A., CPA, CMA
Jane Butt, M.S., CPA
College of Business Administration
University of Central Florida
Orlando, Florida 32816

Editor’s note: The authors have written a comput
er program in Applesoft BASIC that can be used
by CPA firms when offering this service to their
clients. They are willing to provide this free of
charge to interested practitioners.
Practicing CPA, September 1982

How One Firm Uses a Computer to
Perform Analytical Review Computations
Recent bankruptcies of major corporations point
out the necessity for practitioners to be on the
alert for a rapidly deteriorating financial position
of a client. One frequently used method of quanti
fying a company’s financial condition is through
the calculation of a short term liquidity trend ratio
(Z score).
A Z score greater than 3.0 has little statistical
significance. However, according to Edward I. Alt
man, author of Corporate Bankruptcy in America,
a score of less than 1.8 is a fairly reliable predictor
of bankruptcy or insolvency within two years. A
score between 1.8 and 3.0 is a gray area and should
serve as a warning flag to the practitioner.
The short term liquidity trend ratio is but one
of numerous quantitative analytical steps that can
be programmed on a firm’s computer or utilized
through a time-sharing system such as Z-TEST
available through AICPA-COMSHARE and AICPATYMESHARE.
These tests are encompassed within the analyti
cal review techniques called for in Statement on
Standards for Accounting and Review Services no.
1 and Statements on Auditing Standards nos. 23
and 36. Analytical review may require several dif
ferent types of analysis. The review may be either
subjective or objective. The advantage of an ob
jective analysis is that it provides the practitioner
with formal evidence to support his conclusions.
Objective analysis usually consists of mathemati
cal formulas, such as ratio analysis, which are
ideally suited to be calculated on a computer.
For example, the short term liquidity trend ratio
Z is expressed using the following constants:
Z = .012a + .014b + .033c + .006d + .010e
Where:
a = Working capital / total assets
b = Retained earnings / total assets
c = Earnings before interest and taxes / total
assets
d = Market value of equity / book value of total
debt
e = Sales / total assets
In my firm, we added the above ratio and 14
other significant ratios to the routine compilation
processing on our computer. The first time we ran
the program was for a trucking company with
sales of $870,000 last year and a net loss of ap
proximately $100,000. The Z score computed was
only 1.64! This caused us to look more closely at
the underlying balance sheet data. We observed
that the client had purchased over $160,000 of

5

common stock in a local bank, financing most of
the purchase at two points over prime. This had
resulted in interest costs of approximately
$29,000 during the year with a monthly cash drain
of $4,500. To make matters worse, the stock paid
no dividend and declined 15 percent in market
value. Whether or not the client survives over the
next two years, it is likely that this investment
may need to be sold or reduced to afford a possi
bility of survival.
Other significant liquidity ratios which may be
helpful in performing analytical review proce
dures include
□ Current ratio = current assets / current lia
bilities
□ Quick ratio = cash + marketable securities
+ net accounts receivable/current liabilities
□ Cash ratio = cash + marketable securities /
current liabilities
□ Accounts receivable turnover = net sales
*
/
average receivables
**
□ Average days to collect = average receiva
/average
**
bles
daily sales†
□ Inventory turnover = cost of goods sold
*
/
average inventory
**
□ Average days to sell = average inventory
**
/
average daily cost of sales†
□ Average days to convert inventory to cash =
average days to collect + average days to sell
□ Debt to equity = current liabilities + long
term liabilities + present value of noncapi
talized financing leases / net worth
A comparison of time required to manually cal
culate the above ratios and five profitability ratios
to the time required on our in-house computer dis
closed that performing the calculations manually
required 10 minutes to determine and record the
23 values required, plus 10 minutes to calculate
and record the ratios utilizing a hand-held calcula
tor. Once the program has been established, the
computer performs all calculations in approxi
mately 15 seconds and requires 30 seconds to print
the results in a format suitable for filing in the
working papers as evidence of the analytical pro
cedures employed.
The primary advantage afforded by the comput
er is that the tests are programmed to run after
each updating of the client’s general ledger. Ad
verse developments are readily spotlighted
through a comparison of ratios over a period of

* = Annualized if for less than 12-month period
** — Average (beginning of year balance + current bal
ance / 2)
† = Daily average (annualized / 360)

time. Most of our smaller clients do not require an
audit or review. Therefore we rarely provided
them with an analysis of significant ratios. How
ever, with the computer we can now provide all of
our clients, including those who receive interim or
annual review or audit reports, with monthly
trend analyses of their significant ratios.
If the practitioner does not have access to a
computer, the next best approach is to utilize a
time-sharing terminal. Services such as AICPACOMSHARE and AICPA-TYMESHARE have de
veloped Z TEST programs that run through the
above and additional ratio analyses in a few min
utes. These services would require a terminal plus
a modem (a device which transfers data to and
from the terminal through a telephone to the
computer).
The time-sharing approach may be justified
even with an in-house computer if the practitioner
is locked into a package software system that can
not be modified or expanded at a reasonable cost.
In our firm, the program modification was accom
plished in about two hours. In addition, we pro
grammed our in-house computer to print a Z score
report for any clients with a Z score less than 3.00.
The benefits of automating the analytical review
ratio computations include timely alerting of fi
nancially troubled clients; documentation of ana
lytical review tests employed; enhanced ability to
serve clients through better financial controls; im
proved profitability of clients through spotlighting
excessive inventory levels or slow collection prac
tices; and reduced staff time required for analy
tical review procedures.
- by Fred W. Replogle, CPA
Hatfield, Pennsylvania

Why Not Use Plain English?

According to Malcolm Baldridge, Secretary of
Commerce, the main reason people find it difficult
to write simply and clearly is that this is hard to
do. However, Mr. Baldridge believes that good
prose is a prize worth pursuing and the following
excerpts are from a style memorandum issued to
Commerce Department employees.
Clarity and brevity are key factors when prepar
ing a letter for the secretary or deputy secretary.
The secretary wants short sentences and short
words with emphasis on plain English. Use no
more words than effective expression requires.
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Guidelines

□
Answer questions specifically.
□ The response should be no more than one
page, where possible.
□ If the response is negative, be polite, not
abrupt.
□
Avoid wordiness. Keep sentences lean.
□ Use the active rather than the passive voice.
□ Don't use unnecessary adjectives or adverbs.
□ Please stop using affected, overused or im
precise words. Here are some examples.
viable
output
input
prioritize
hopefully
parameter (use
(use I hope)
boundary or limit)
utilize
alternatives
(prefer use)
(use choices)
maximize
optimize
target
finalize
facilitate
overview
□ Avoid redundancies such as
serious crisis
important essentials
personally reviewed final outcome
new initiatives
future plans
enclosed herewith
end result
The following quote from The Elements of Style
by Strunk and White reflects Mr. Baldridge’s style:
"Vigorous writing is concise. A good sentence
should contain no unnecessary words, a para
graph no unnecessary sentences, for the same
reason that a drawing should have no unnecessary
lines and a machine no unnecessary parts. This
requires not that the writer make all his sentences
short, or that he avoid all detail and treat his sub
jects only in outline, but that every word tell."
Excerpted from the May/June issue of The Cor
porate Communications Report, copyright © 1982
by Corpcom Services Inc.

What Makes a Good Manager
(continued from page 2)
sions too slowly. The psychological prognosis is
often more favorable for the first type who uses
empathy and intelligence to learn how to temper
hasty decisions, than for the latter learning how to
thaw out frozen, bound-up decision processes.
Willingness to delegate

A manager who cannot delegate or delegate well
will be surrounded with ineffectual people. Once
again, this is a question of self-discipline and self
organization. The people-oriented managers are
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most often poor delegants because of impatience
and ego drive and tend to believe they can get the
job done themselves long before the time it would
take to explain it to other people. But if such peo
ple are to move upward in management, they must
of course learn to delegate and work through
others, sharing the spotlight with them and ulti
mately letting them shine alone.
Thing-oriented people also often cannot dele
gate effectively. Such managers fear that no one
will do a job as well as they will and hesitate or re
fuse to delegate for this reason. They block them
selves from extending their personal effectiveness
through delegation. People-oriented managers im
pulsively want to get it done, right if possible.
Thing-oriented managers want to get it done, if
possible, but get it done right.
Hard-won self-imposed responsibility and sense
of discipline make the effective manager buckle
down and delegate properly, since by doing so per
sonal time is saved and energy is multiplied. This
manager can do all the things that have to be done
but not at the expense of being lost in that work,
not seeing the whole picture or failing to see the
opportunities for letting others share and provide
some relief from some aspects of the job. Only by
rising above personal wishes and selfish inclina
tions can a manager be a good delegant, a good
leader and manager of others.
People-oriented and thing-oriented people usu
ally abound in the lower levels of an organization,
although on the surface it may appear that thingoriented people predominate in accounting firms.
The paramount question, however, is whether
they have the abilities to develop themselves and
be developed into managers and perhaps partners
by acquiring the favorable characteristics of the
other group. Inadequately selected and inappro
priately placed personnel can be a tremendous
burden to the organization and to the individual.
Resolving this problem is not an easy task. How
ever, there have been recent developments in psy
chological methods and procedures, such as our
own PSR Management Assessment. This method,
which has been used in the evaluation of 200,000
people in 22 countries and in 11 different lan
guages, can be very effective when used with other
selection methods to identify abilities, potential
and needs in searching for managerial talent both
inside and outside the firm.
- by Mark R. Friedman
Personnel Survey and Research Group
P.O. Box 684
Princeton, New Jersey 08540
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Writing Versus Write-ups
The editors of the Journal of Accountancy request
your help in preparing articles for the magazine.
Over 42 percent of the Journal’s readers are in
public practice and request—to be more accurate,
demand—more nuts-and-bolts advice on how to
run their practices. The best source of authorita
tive information on practice management and
other practice-oriented subjects, of course, is you,
the accounting practitioner.
However, we know how busy you are and, espe
cially in today’s competitive environment, we re
alize that you may not include writing an article
on your list of priorities. Nonetheless, we’d like to
point out some of the advantages of writing for
the Journal:
□ You would be speaking to more than 250,000
readers, 185,000 of whom are your profes
sional colleagues. One characteristic of the
professional is a willingness to share experi
ences, insights and innovations with others
in the profession. A Journal article would
provide the platform for your approach to
subjects at the leading edge of current pro
fessional thought in accounting, auditing,
taxation and management advisory services.
□ Your article would also be brought to the
attention of the almost 65,000 nonmember
subscribers to the Journal—corporate ex
ecutives and other readers in the financial
community and in government. In addition
to the obvious practice development benefits
such exposure could bring to you and your
firm, you may be able to help managements
gain a better understanding of the responsi
bilities and problems facing accountants and
thereby help smooth the road for the pro
fession as a whole.

So, if you’re inclined to write for the Journal,
keep in mind that the best practice-oriented arti
cles are drawn from experience, offer plenty of
examples and use a narrative style of writing.
If you're stuck for a subject, you might review
the table of contents of the Management of an
Accounting Practice Handbook, published by the
AICPA. Some of those topics might remind you of
a problem your firm helped a client solve or how
you are dealing with clients’ difficulties in the cur
rent business environment.
After you’ve selected a topic, you might review
what has already been written on it (the bibliog
raphies in the AICPA Management of an Account
ing Practice Handbook should be useful as well as

the semiannual indexes in the June and December
Journals and the Accountants’ Index, compiled by
the AICPA library).
Following are a few sample dos and don’ts that
may help you when you sit down to write for the
Journal:
Do
□ Write in a narrative style and present exam
ples to illustrate your points or in offering
advice or opinion.
□ Use an event as a departure for interpreta
tion or to put the topic in perspective. From
there you can go on to offer useful advice or
to weigh the pros and cons of the subject.
□ Offer conclusions on or draw lessons from
new standards or pronouncements and pre
sent applications and implementations of
them based on workable solutions.
□ Present a clear and concise summary of in
formation obtained in a survey and then go
on to make evaluations or present new ideas.
□ Offer other practitioners advice on how to
run a more efficient practice, based on your
own experience, background and knowledge.

Don’t
□ Write a report that simply recounts histori
cal events or that reads like a textbook.
□ Rehash material extracted from the existing
literature to which practitioners have access.
□ Describe a survey you or your firm con
ducted and throw an undigested mass of
data at the reader.
□ Shy away from writing an article that fo
cuses on a narrow technical question. Pre
sented in an interesting, meaningful context,
such an article can be enlightening to a broad
segment of the Journal’s readers.
The Journal’s manuscript requirements are
fairly simple. An article should be typewritten
(double-spaced and on one side of the paper only);
about 2,000 to 3,500 words in length (about 15
pages); accompanied by a 100-word synopsis; and
submitted to the Journal on an exclusive basis.
Some time ago one of the Journal’s editorial ad
visers described the magazine’s responsibility for
meeting practitioners’ needs this way: "The Jour
nal readership is overwhelmingly composed of
practicing CPAs who are under extreme time pres
sure in their practices, which is exacerbated by the
huge amount of reading necessary to maintain
their practices. Our readership therefore searches
for articles that are concise but which still eluci
date a problem.”
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That is even more true today, and the Journal
depends on practitioners to help other practition
ers by submitting articles of depth and relevance.
Won’t you share your thoughts and experiences
with your colleagues and become a contributor to
the accounting literature? Your contributions
are irreplaceable. Without them the Journal could
not exist.
Additional information is available in “Infor
mation for Authors,” which can be obtained by
writing to the Journal’s manuscript editor.

Danger Signals for the Local Firm

The pursuit of growth can become an obsession,
if a firm is not careful. This can cause some quite
unintended results. For example, it can cause
scheduling, staffing and engagement problems and
difficulty in differentiating the firm’s services and
focus from other firms’. Owners’ net income can
suffer, too, because so much time and money are
dedicated to obtaining new clients.
Partners and staff can become alienated by this
type of marketing. It can result in their neglecting
to use present client engagements as a major
client-need identification tool. Many opportunities
are thus missed to identify and satisfy the needs of

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

what is virtually a "captive” market—all at mini
mum expense and risk of rejection.
In this era of specialization and concentration
of effort, it is a mistake to attempt to be all things
to all clients. Leadership and profit will increasing
ly flow to firms whose services are perceived as
being different or better.
Currently, marketing of a CPA firm’s services is
done largely by the producers of that service.
However, to be really effective, marketing should
be organized and managed properly, with some
one, preferably a marketing professional, in
charge who can communicate, train staff and co
ordinate the various programs.
Minimally, effective marketing requires the
time, budget and commitment that are afforded
the firm’s quality control, financial administration
and personnel recruitment and development pro
grams. It also requires that a supportive climate
for marketing be created and maintained.
-by Richard A. Connor, Jr.
CPA Marketing Services
6711 Bracken Court
Springfield, Virginia

The above thoughts are abstracted from the draft
of a forthcoming book by Mr. Connor, a consult
ant to the profession.
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